
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISBION 

111 t h o  Matter ofi 

CITY OF HENDERSON, KENTUCKY, CITY OF ) 
HENDERSON UTILITY COMMISSION, AND BIU 1 
RIVERS ELECTRIC CORPORATION APPLICATION 1 
FOR CERTIFICATE OF PUBLIC CONVENIENCE ) CASE NO. 93-065 
AND NECESSITY AND TO FILE PLAN FOR 1 
COMPLIANCE WITH CLEAN AIR ACT AND IMPOSE ) 
ENVIRONMENTAL SURCHARGE 1 

O R D E R  

IT I8 ORDERED that Big Rivore EleCtClC Corporation ( " B l p  

Rlvera") shall Pllc the orlginal and 12 copiee of the following 

1nEormntlon wlth the Commieelon no lator than January 28, 1994, 

wlth a copy to all partlee of record. Each copy of the data 

requested ahould be placed in a bound volume wlth each item tabbed. 

When 4 number of aheets are required for an Item, oach shoat ahould 

be approprlately lndcxed, for exampler Item l(a), Sheet 2 of 6. 

Include with each responoe the name oP the witness who will be 

reoponolblc for responding to queetione reletlng to the informatlon 

provlded. CareEul attention should be given to copied materlal to 

ensure that It 1s leglble. Where Information requooted heroin ha8 

been provlded along wlth the original appllcation, in the format 
requeeted herelnr reference may be made to the speciflc location of 

aaid InEormatlon ln responding to thie inEormation request. 

1. What are the coBta oP eubatitutlng the Green Plant into 

Phane I oE the Clean Alr Act Amendmento oP 1990 ("CAAA") and 



"ovurocrubbirig" by incroesirig the removal ePPlalonoy of tho 

oxistlng scrubbcr? 

a. Estimato the dollar cool per tan BO, removed of thln 

option uoing a mothodology elrnllar to that preeentod in the 

Roausossment Study (Exhlblt DB-1) hu mlnlmuln gupyort Lor thla 

calculation, provido tho cost o€ any aapltal inveotmont roqulrod, 

iricreasos i n  Clxed operating and malntenanae ("O&M") ooata, 

increases in var lablo operating or melntenrnae expenrroa brokon down 

L)y category O C  coot (e,q1, reageiil), lhe Puel type to be burnod, 

the capacity €actor assumed, the hoat rate aeeunled, the t o m  of 802 

romoved per year, financlal eeeumptlone, and khe year dOllorm of 
any costs provlded. Provide per unit c o o t e  and total dollar ooata. 

b. How wlll tho lnweult egalnet tho U. E. Environmontrl 

Protection Agency ( f o E P A 1 l )  regarding award OP BUbEtltUtlon 

allowances and EPAlu declslon to authorize award oP allowanoos Por 
only one year of Phase I affect the deaiaion to pureuo eubetltutlon 
at the Green Plant. What aatlone would 819 Rlvera tako in Phaao I 
it: these allowancee are not authorized? 

2 .  What are tho coete CP Idoverscrubblng" at tho Wlleon Plant 
by incroa8ing the removal eeficlenay oP tho Pluo 9ae 

dosulfurlzation system ("FQD" or "~arubber~~)? Eetlmato tho dollar 

coot per ton SO, removed of thio option uelng n methodology olmllar 

to that presented in the Reaeseeement Otudy (Erhlblt DE-1). AB 

minimum oupport for this calaulatlon, provldo the ooat oP any 

capital inveotmenk requlred, lncreeees in Pixod 81H aomte, 

increasee in variable operatlng or malntenrnor oxponaoa brokon down 
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IJY onch catripory of.' CO H L  (e,g., reagent), the fuel typo to be 

bi i r i ind ,  tho oapaoity Eaotor aoaunied, tho heat rate assumed, the 

I : L I I I I I  O C  80, roniovod per year, Cliranclal aoeumptlono, and the  year 

dollura of any oontu provldnd. Provlde per unit costa and total 

dollar oonta. 

3 .  What aru tha llothae onpenaas" reLerencad In tho testlmony 
0 1 '  (Irogory Black (ItI tam Z l ' )  on page 5 4  of 57, llnes 1-27 

4 .  Dld Ulg River0 coneidar owltohlng Luolo ut its currently 
ncrubbad units? Why or why not? I f  yoe, provide the economio 

analyals which aupporta the deolslon not to pursuo this option. 

5 ,  Bly Rlvorlr doen not present an analysle of wet scrubblng 

tochnol.ogloa othcir than wot llrno FODn for tho Coleman and Station 

'Pwo Planta. Dld Rig Rivera evaluate other wet scrubbing 

teohnologlaP aiich OR limoatone Ecrced oxldatlon or limestone 

Jnhlbitad oxldatlon? If not, why not? How do the oosto of these 

tnchnologloo compare to kha coot OE the wet limo FOD chosen for 

Lhuna unita (particularly the Coleman Plant where lime handling 

Cacllltlao can not be uhared)? 

6 .  Roforonce tho tootlmony of P4Ul Sohmitz ("Item 1") on 

 ago 15 of 36. Burmnarlzo the aonumptionn, methods, and conclusions 

oP Rig RivurD' analyois cf early unit retirement a6 a compllance 
mathod. 

7. Rsfarence Item 1, page 16 of 36. Summarize the 

aUBIJmptiOtlB, mathodo, and the ooncluriono OL BLp Rivers' analy8i6 

of pre-combuotlon s u l f u r  removal from high-mulfur ooale a8 a 
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compliance mothod. What technologloe are capable of pro-combustion 

I' omova 13 

8 ,  Did Blg  Rlvare  analyse a blend of Powder Rivor Basin coal 

nrid low-oulFur Appalachian coal? I f  no, why not? If y e s ,  provido 

this analysio. What inveetmente would be requirod to burn a coal 

blond of this type? Explain any technical or plant conetrainta 

that would prevent ueing such a bland. 

9. Pedaral acid rain rogulations do not require Big Rivere 

to switch to 1.15 lbs. SO, per MMBtu coal in the fuel switch-low 

s u l f u r  coal plan (Plan 5). It could switch to a "near-compliance" 

coal of approximately 1.6 lbe. 80, per MMBtu which could be lees 

expensive. Analyze thio fuel switching option and explain why Big 

Rlvero did not evaluate it in the Reaeeeeament Study or earlier 

studies. Explain any technical or oconomic reasons why Big Rivers 

could not utilize thio type of coal. 

10. Referonco Itom I, page 24 of 36. What reaeons did the 

City oP Henderson provide to Big Rivers for  its earlicr decieion to 

rejoct sharing facillties for  the Station Two scrubber? 

11. Reference the testimony oP David Bchultz and David 

Spainhoward ("Itom 4 " ) ,  page 10 of 201 

a .  What information on emission allowance values was 

obtained Prom oxports in the fiold? What experts were consulted? 

b. What range of! allowance values waa supported by the 

sources reeearchod by Big Rivera? Where in thls range doee Rig 
Rivers' aeeurnptlon OF 6 2 5 0  per ton fall? 
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12. Hoforoiico ltam 4, pago 10 oC 1 0 .  Comparo Big Rivernl 

L'orucaot and growth ratoe tor Cuol to RDI'n Corooaat Cor tho rango 

or oultur oontanta of ooal oonoldorod In Olg Rlvoral soonomlo 

Llflf l  lyfI lo .  

13. Ona oP tho koy Caotoro that oould aLCnct a deolalon to 

ncri ib rathor that uwltch Cue1 IR tho aulCur prsmluni ( 1 . 0 . ~  

dlFCorenco I n  prlco botwoan hlgh aiid low-oulCur coal). Dld Dlg 

Hlvore analyaa n rango oC Cuai pricou and eulfur promiums In lta 
ocotionilc analyela? I C  not, why not? IC 80, provlda thin analyrlr. 

14. Provldo 2 ooploo (olootronlo or hard oopy) OC all UPLAN 

iiiodi!l runs that woro uuod Lo arialysn Plann 1-7 of tho Roaeeomsmcnt. 

15. Deacrlbo tho purpoea O C  each oC tho epreadehoot models 

used In tho analyels oC Plana 1-7 raCarred to ln Item 4, page8 12 

and 13 of 20.  Provldo 2 coploa [oloctronlc or hard copy) oC those 

eproadohoets. 

16. Raforonco Itom 4, page 13 of 20. Big Rlvora' allowanoo 

price eotlmate le $ 2 5 0  per ton ae aacalatad wlth LnClatLon. Did 

Big Rlvera use LhIa valuo In tho oconornlo analyols of Plan 17 If 

no, what value wan uaad? It yeo, why wan thla valuo uaed when Big 

R l v c r s  oold allowanoea at approxlmaloly $190 par ton. 

17. In tho oconomic analyola of the 7 altornatlvo plans, 

allowancee (Ira bought and mold to rnBult In a conrtant allowance 
bank. What le tho alze oP the allowance bank? Expand tho table Ln 

ExhLblt DS-1, page 29 of 39, to lncluda, Cor oach plan and oach 

year of the atirdy period, the allownncarr purchaood, n o l d ,  and held 

In the emlaalon nllowance bank. 
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18. ReCerence Exhibit DS-1, poge 5 of 39. What technologies 

did Burns & McDonnell diamlsa from further review? Provide any 

wrltton report (or relevant excerpts) where Burns & NcDonnell 

concluden that wet lime FGD is more economical than a wet limestone 

IXXJ Por the Coleman and Station Two Plants. 

19. Reforence Exhibit DS-lr page 9 of 39. Economic diepatch 

CLIII bo adjustod to recognise the opportunity coet of emission 

allowances. Was thio adjustment made for the economic analyais of 

Plana 1-77 Was the adjuotment made only for the analysis presented 

on Attachment D of Exhibit DS-1, page 7 of 7 1  

20.  RePerence Big Rivers' 1993 Integrated Reeource Plan 

Provide an (''IRP"), Appendix 3, Exhlbit I, page A3EX2-15, Table 4. 

update to thla table. 

21. For the Station TWO FQDt 

a ,  How many and what s ize  absorber modules does the 

doBign inalude? What level of redundancy was selected for other 

koy components of the scrubbor and related systems? 

b. What are the byproduct quality and disposal 

tochnlquee? 

c. What are the coal qualfty design specifications? 

Include the maximum and minlmum sulfur content. 

d. What are the source and transportation method for 

1 Imo? 

e. What are the ESP outlet particulate loadings assumed 

In the deelgn? 
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f. What is the maximum capacity of Station Two after 

installation of the scrubber? 

9. What is the estimated reliability of the scrubber? 

h. What is the flue gas flow rate? 

i. What is the calcium to sulfur molar ratio? 

j. Will the scrubber treat 100 percent of the flue gas 

or will a portion bypass the system? 

k. How much unused capacity remains at Big Rivers' 

existing waste disposal sites? Does Big Rivers have its own waste 

disposal sites? Does Big Rivers contract for waste disposal? 

1. What guarantees or warranties have been given for 

the scrubber equipment? 

m. How similar is this design to other existing wet 

lime FGD designs of Big Rivers? How similar is this designed to 

those of other utilities? 

2 2 .  For the Station Two FGD, break out the capital investment 

into the following categories. Indicate the year dollars of the 

costs provided. Provide costs per unit and total dollar costs. 

Indicate if the costs provided represent the total costs or Big 

Rivers' share of the costs. 

a. Reagent Feed System 

b. SO, Removal System 

c. Flue Gas Handling System 

d. Solids Handling System 

e. General Support Equipment 

f. Additional Equipment 
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g. Total Process Capital 

h. General Facilities 

i. Engineering and Home Office Fees 

j. Project Contingency 

k. Process Contingency 

1. Total Plant Cost 

m. Allowance for Funds Used During Construction 

n. Other Capital Costs (not covered by above 

categories) 

23. For the fixed and variable operating costs of the Station 

Two scrubber, complete the following table. Indicate the year 

dollars of the costs provided. Provide costs per unit and total 

dollar costs. Indicate if the coots provided represent the total 

costs or Big Rivers' share of the costs. 

Fixed Operating Costs 
Operating Labor 
Maintenance Labor and Materials 
Administration and Support Labor 
Other 

Total Fixed Operating Costs 

Variable Operating Costs 
Lime 
Disposal 
Water 
Power 
Other 

Total Variable Operating Costs 

24. Reference E%hibit DS-1, page 14 of 39. 

a. In the screening analysis discussed, what was the 

baseline f u e l  cost used to develop cost per ton SO, removed? 
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b. Do the fuel coats reflect existing contracts, the 

market cost of coal if a new contract is signed, or a combination 

of both? 

c. If levelized fuel costs over the study period are 

used, what fuel cost is used after existing contracts expire. 

25. Do all of the 7 plans include “overscrubbing” at the 

Wilson Plant during Phase 117 What other Phase I1 compliance 

options are included in Plans 1-71 

26. Reference Exhibit DS-1, page 17 OE 39. Why did Big 

Rivers change its capital cost treatment fromits earlier analyses? 

What effect does changing this treatment have on the economic 

analysis? 

27. Reference Exhibit DS-I, page 18 of 39. Why did the 

capital cost of the scrubber increase? What factors could cause 

the cost of the Station TWO scrubber to increase further? Does the 

City of Henderson’s contract with Wheelabrator Air Pollution 

Control provide any protection against further cost increases? 

28. Reference Exhibit DS-1, page 20 of 39. What types of 

coal are used to analyze the blended coal option? Provide the 

source, the energy content, and sulfur content of each coal, and 

the resulting sulfur content of the blend. Would these coals be 

blended on site or purchased as a blend? If they are to be blended 

on site, did Big Rivers include costs to blend? What are the costs 

to add on-site blending capability? 
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29. What is the annual rate impact, relative to a base case 

with no CAAA compliance, for each of the 7 plans analyzed by Big 

Rivers both in cost per kWh and percent increase or decrease? 

30. What is the estimated transportation rate to deliver 

Powder River Basin coal to Big Rivers' generating units? What 

sources were used to estimate the transportation rate? Describe 

the routing of the coal. Provide an estimated transportation rate 

for delivery by barge and delivery by rail. 

31. What is the estimated transportation rate to deliver low- 

sulfur Appalachian coal (1.15 lbs. SO, per MMBtu) to Big Rivers' 

generating units? What sources were used to estimate the 

transportation rate? Provide an estimated transportation rote for 

delivery by barge and delivery by rail. 

32. Provide the average cost per ton Big Rivers paid in 1993 

for coal transportation. Provide the approximate transportation 

component for the coals listed on Attachment A to Exhibit DS-1, 

page 1 of 8. 

33. Refer to Exhibit D S - 1 ,  pages 24 and 25 of 39. Explain 

why the coal burned with the scrubber is different between Plans 1 

and 31 

34. Reference Exhibit DS-1, page 37 of 39. Has the Station 

Two scrubber been designed to produce a by-product of commercial 

value such as gypsum? If so, do the cost estimates consider the 

value of selling this byproduct? 

35. Reference Attachment A of Exhibit DS-1, page 8 of 8, 

second row labeled "Station TWO": 
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a. What do the contract numbers labeled 1995, 1996, 

2000 mean? 

b. Why is the information for 6ome contracts repeated 

i n  the bottom half of the table, particularly if the contract is 

listed as having expired in the top half of the table? 

c. What is meant by "IN 1995", "IN 2000" etc. as listed 

i n  the table? To what information on the table do these labels 

apply? 

d. In what year dollars is the fuel cost information 

provided in this table? 

36. Reference Attachment A of Exhibit DS-1, page 1 of 8. In 

what year dollar6 are the fuel prices listed? In what years would 

the new supplies be available? Are these the prices for the new 

contracts that appear on Attachment A of Exhibit DS-1, page 8 of 8'2 

37. Big Rivers has concluded that precipitator equipment 

would need to be replaced if it switched to low-sulfur coal. 

a. What are the remaining lives of the precipitator 

equipment at the Coleman and Station Two Plants? If there had been 

no amendments to the Clean Air Act, when would investment to 

replace or upgrade precipitator equipment have been required? 

b. What are the current conditions of the existing 

precipitator equipment at the Coleman and Station Two Plants? Are 

there signs of corrosion? 

C. Provide a measure(s) of the size of the existing 

precipitators at the Coleman and Station Two Plants such as the 

surface collection area. 
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d. Why did Burns & McDonnell conclude that the 

precipitators would need to be replaced rather than upgraded? 

38. Reference Table A-la and Table 8-la of the Burns & 

McDonnell analysis. 

a. One of the effects of switching to low sulfur 

Western coal is that systems (such as pulverizers) may not be able 

to achieve their rated capacity resulting in a MW derate of the 

generating unit. What derate is assumed in the analysis of 

switching to Western coal? Which of the listed costs could be 

avoided if Big Rivers accepted this derate? 

b. What types of costs are included in the "Steam 

Generation" category of these tables? 

c. What items are covered by the coal handling cost 

category? 

d. How much of the switching costs is due to 

precipitator investments? 

e. What is the approximate range of market values for 

the portion of Big Rivers' capacity not needed to meet its system 

load? 

39. Reference Exhibit DS-ll page 21 of 39. For each of the 

options analyzed for the Station Two and Coleman Plantsr complete 

the table shown in Appendix A to this Order to support the 

calculation of dollars per ton SO, removed. Also complete this 

table for the wet lime system at the Coleman Plant and for any wet 

limestone FGD systems analyzed by Big Rivers. Describe Big Rivers' 
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methodology for incorporating the economlo value oP the energy 

penalty and derate aeoociated with BO, romoval OptiOn6. 

40. I f  levelized fuel costs are usod in the soreening 

analyeis to davelop the dollar coat por ton 80, removed shown In 
Exhibit Ds-1, page 21 of 39, provide Por one 80, removal option and 
one generatlng etation, all caloulatlons used to derive the 

levelized annual fuel coat. For oach year of the study period 

statei 

a. The fuel coat in $ per MMBtu. 

b. Whether the Puel prlce represents a market rate or 

a contract rate or a blend of both, 

c. The MMBtue of Puel conaumed. 

d. The levelizatlon factor. 

e. The discount rate ueed to develop the levelization 

factor. 

f. The year dollaro oP all cost6 provided. 

Provide the exfating coal quality speciPLcation8 (minimum 

and maximum) for each oP Big RiVQrO' generating unit6 for the 

following quality parameterer 

41. 

a. Volatility (percent) 

b. Grlndabillty (measured by the Hardgrove Index) 

C. Energy content [Btu per lb.) 

d. Sulfur content 

e.  Ash content (I) 

Provide the wellhead coat of natural gas ueed to evaluate 

gas co-firing, the eetimated transportation cant to deliver natural 

42.  
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gas to Big Rivers, and the escalation rate for natural gas if 

different than the -2 percent real rate used for coal pricea. What 

are the delivery constraints on the amount of natural gas that can 

be delivered7 How far must a gas pipeline be extended to deliver 

gas to Big Rivers' generating units? 

43. For each type of coal that was considered as part of Big 

Rivers' most recent Reassessment study, provide the assumed energy 

content (in Btu per lb.). 

4 4 .  Were economy sales included whenmodeling the alternative 

plans presented in the Reassessment study? 

45. Table 8.(3).2 on page 8-39 of the 1993 IRP provides the 

net rating in MWs of Big Rivers generating units. Is the rated 

capacity in the summer i s  different than in the winter? If yes, 

provide both the summer and winter rated capacity. 

46. Provide the minimum capacity (in MWs) of each of Big 

Rivers' generating units. Minimum means the portion of the 

generating unit that would be kept in continuous operation to avoid 

start-up costs. 

47. Refer to Big Rivers' response to Item 5 of the Kentucky 

Industrial Utility Customers' ("KIUC") first request for 

information in Case No. 93-341'. Provide the MWhs that correspond 

to these O&M costs in Items a, b, and c of that request. 

' Case No. 93-341, A Review Pursuant to 807 KAR 5:058 of the 1993 
Integrated Resource Plan of Big Rivers Electric Corporation. 
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48 .  For ooch oP Rig Rlvorol gonerating unltn, provide the 

availabllIty Pactor Por oach month oP 1991 and 1992. 

49. Provido tho NO, emlesion ratoe, in lbo. NO, per MMBtu, Cor 

eech f u e l  typo coneiderad f o r  acid rain compliance and Por Big 

Rivers' existing Pual. 

50. For oach oP the 7 plans, what percentago oP medium-aulfur 

cool and high-sulPur coal would bo bought Prom local sources (e.g., 

Western Kentucky). HOW do Big Rivere' solected plan or any of the 

oLtier plana result in Puel divernity? 

51. Provide the remainder oP the otudy report (Exhibit DE-1) 

written by Burn8 & McDonnoll to document Its Pindinge in the 

Reaoseasment Study. 

52. The EPA's Integrated Air Pollution Control System 

("IAPCS") computer model usod by Burns & McDonnell ia not commonly 

uaed by other utilitios to evaluate SO, removal costs. What 

efforts did Big Rivers make to determine that this model wan 

adequate and roasonable Por its evolu~tione? 

53. Big Rivers recently ~ 0 1 d  allowances Cor approximately 

$190 per ton. IP adjusted for an inplation rate oP 4 percent per 

yearf thio price would be approximately $205 per ton ver'Bus Big 

Rivers' 1995 allowanca price eotimate oP $250 par ton. Why d i d  B i g  

Rivers use an allowance price estimate of $250 per ton when it sold 

allowances at only $205 per ton? 

54. Comment on the following statement. A utility may 

experience lower fuel prics riek i f  a utility ewltohed P u e l  during 

Phase I and delays the construction oP 8 mcrubbar. IC low-mulfur 
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con1 price0 prove to bo high over this period, the utility may 

fltill install a scrubber. Delay of the scrubber enhances 

Cloxibility bocause it delays an irreversible capital commitment 

whllo leaving room to avoid future "high" low-sulfur coal prices. 

55. Io i t  posoible to mitigate the risk of fuel price 

uncertainty by signing long-term contracts? Did Big Rivers 

consider this approach? Itow would this approach afEect the 

rankings on this criterion presented in the Reassessment Study? 

56. Item 1, page 9 of 36, notes that ''to the extent 

appropriate and as requested by Big Rivers . . . surcharge amounts 
can be incorporated into existing base rates." (emphasis added) Is 

i t  Big Rivers' understanding that incorporation of surcharge 

amounts into bane rate0 io optional? Under what circumstances 

would Big Rivers not wish to include surcharge amounts in base 

rates7 

57. Reference the testimony of John West ("Item 3 " ) ,  page 6 

of 42. Why does Big Rivers propose a different accounting 

treatment through the surcharge for extension and transfer 

allowances than for allowances generated over the Phase I period 

which it hae sold? What accounting principles support this 

treatment? 

58.  What accounting principles permit Big Rivera to deduct 

the value of emission allowance proceeds to reduce the capital 

investment associated with the Station Two scrubber. Why does Big 

Rivera deduct only the value of the extension and transfer 

allowances and not the proceeds of the entire sale? Is this 
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appropriate when Big Rivers has already receivod the full proceeda 

o€ the sale? 

59. How would the present valuo of rovenue requirements 

("PVRR") change if Big Rivers used all of the allowance proceedm to 

ofEset the cost of the scrubber rather than amortiaing $10 million 

of the proceeds over time? 

60. Does Big Rivers intend the surcharge to cover all 

increases in costs of environmental compliance that are not in bane 

rates or only costs associated with new activities7 Explain Big  

Rivers' reasoning for its selected approach. Explain the 

incentives for efficiency under both approaches. 

61. Why is Big Rivers proposing to wait until July 1995 to 

activate the Surcharge? 

62. What timetable does Big Rivers propose to follow to 

implement the Surcharge? Include the completion date of the 1992 

atbaseline." 

63. If the Surcharge is not be activated until July of 1995r 

but Surcharge-related costs are incurred and monitored by Big 

Rivers after December 31, 1992, does Big Rivers propose to recover 

the Surcharge-related costs incurred between December 3 1 r  1992 and 

July 1995 (Item 3 ,  Page 17)7  If yea, how? 

64. Referring to Point 2 on Page 4 of Item 3, a debt servioe 

component will be included in the Surcharge calculation even if the 

pollution control equipment is internally financed (Item 3 r  Page 

16). Explain why a debt service component should be inaluded if 

projects are internally financed. 
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G 5 .  Although thn propored ooot oP dabt for tho anvironmontrl 

tlurcharge l a  E peraent, 819 Rlvaro l o  oonfldent that It clan 
ret'lnanoa debt wlth REA at 6 percent. Should tho debt oervlcle 

component be baaed on an embeddod debt valuo or tho 0001: of  now 

borrowing7 

GG.  Roterring to Polnt 1 on Page 4 of Itom 3 ,  how are tho 

capltal-related revenue rsqulromonto cr~oulatad? If a rovonuo 

roqulrement-type modal le ured, dlroues the modal and ruoumptiono 
used, 

67 .  Referrlng to Polnt 4 on Page 4 of Itom 3, what aooountlng 
changee under the Unlform Byrtsmo of Aooounta havr born mado (Itom 

3, Page 21) by Elg Rivers to track O&M rxprnrer Cor tho pollution 

control Paollltlao? 

6 8 .  HOW wlll the portlon of Admlnl8tr8tlV8 & aancrrl oxponeoa 

rolated to envlronmental compliance bo eotlmatad? 

G9. Referrlng to Pofnt 5 on Page 4 of Item J f  the ocut of the 

nmteolon allowanoeo wlll bo lnoluded ln the SurCh8rpO o#loulatlon. 

On page 24 o f  Item 3 f  the coet of the allowrnoeo l u  book valuo, 

plus or mlnue the amortlzation of loess8 or  gaine from allow an or^ 

n o l d  by Blg Rivers. 

a. How wlll the book value of allowanoea be doterminod? 

b. le the book value different from the purohroo or 
aale prloe of an allowance7 IP ye., why? 

C. What l a  the amortization porlod uoed to diotrfbuto 

nllowence losses or gelnrr? 
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d. Does the amortlaatlon period begin on the date of 

allowance sale? I f  no, why not? 

70. Provide all support for Big Rivore' aeeertlon that the 

ll€etlme of pollution control inveatmentr is shortar than that of 

generating unit equipment and that the appropriate period i m  20 

ysars. Reearring to Page 13 of Item 3, provide a statue report on 
I.hs doprociatlon and amortieation study for pollution control 

eqii 1 pment . 
71. Prior to the most recent amendmente to its contraotr with 

the City OP Henderson, Big River6 paid Station TWO oomtm throuOh 

its contract paymente to the City which waa rergonsible for 

Clnanclng the scrubber. Why did Big Rivera agree to amend ita 

contraots to become directly responalblo Por financing a portion of 

the scrubber installation? 

7 2 .  Roeerenco "Big Rivera Electric Corporation's Application 

for  Approval oe Amendments to it8 Contract6 with the City of 

Henderson, KY and City of Henderson Utility Commimmion and Big 

Rlvftrs Plan for  Compliance with the Federal Clean Air Act an 

Amerided'l filed with the Commiesion on July Z r  1993. In Exhibit 1, 

(page 11) under Joint Facilitiea Agreementr Big Rivera propoaar 8 

inechanism to allocate the coat of the joint facilities utilized by 

both Green and the Station Two ecrubbera betwoen Big Rivers and the 

City oe Henderson. 

a. Erplaln the cost alloaatlon method and Ita 

s~~lsction. What method8 did Big River6 explore and reject? 
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b. How was the 11.5 percent carrying chargo devolopod? 

Doea it represent Big Rivers' carrying coat or the City of 

lloirderson's carrying cost? Why le 11.5 percent thu appropriate 

roto  to use7 

c. Would the formula proposed in the contract 

aniciidments be appropriate i f  carrying coot8 were to doclino or 

Increase? 

d. Indicate any areas where the allocation method under 

the contract amendments will be different from the current 
allocation method. 

73. How did Dig Rivera determine that: (1) 154,386 w4a the 

appropriate number of allowances to ne111 ( 2 )  tho appropriate price 

for the sale1 and (3) the appropriate timing for tho @a107 

74. Refer to Item 3 ,  page 10. Explain the statemant that 

$3.2 million of associated retirement8 of existing equipment can be 

used to reduce the estimated net capital additiona. Doer thir 

statement refer to the estimated salvage value of the rotiromont 

being an of f se t  to the estimated $39.3 mlllion in oapita2 

additions? 

75. Item 1, pages 32 and 33 oP 36, provides the critoria 

applied by Big Rivers during its reassearment of tho complianoo 

plan. One criterion was the compatibility of Big Rivera' plan with 

that of the City o f  Hendereon. Describe any area6 where Big 

Rivers' plan wae not compatible with the City of Henderron'r. 

Explain how theeo aroas of inoonpattbility have been resolvd. 

-20- 



7G. Concernirrg the Station Two scrubbor, explain the 

procedurer that will bo uaed to allocate capital oxprndituror and 

oporating and maintenance aanta botwoon Dig Rivarn and the City of 

llorrderaon. Identify and darorlbo tho barir for the allooatione 

that will be uood. 

77. Itom 2, page 6 of 57, lndicateo that Big Rlverr proporea 

to includo only qualifying crpltrl oxpendlturer incurred after 

Docomber 31, 1992 in ltr ourcharpa. Explain tho nlgnifiarnoe of 

thio data and how Big Rivera dotormlnod that it war appropriate. 

78. Item 3, beginning at page 5 of 42, dloourror tho male of 

eniiaolon allowanoum by the City of Hendorron and Big Riverr. 

Concerning the eale oP tho 154,384 emlrrion rllowrnoooi 

a. Identify the ganeratlng plantn to which the omlooion 
allowanaos relate. 

b. How many allowancon wore owned by tho City of 

Henderson and how many waru awned by Big Rlvara? 

a. Explain the method oeod to dl8tribute the City of 

Handorson's allowances. 

d. Pcoporo D broakdown o f  tho total Omi88iOn allowancee 

o o l d ,  showing vintage year of the rllowanaar, the aroaaiated plant, 

and the number of allowance. 413mOOlated with eaoh year. 

e. Prsparo a breakdown o f  the totel smlrrlon allowances 

aold, classifying the allowances an sither b a m ,  extenolon, 

transfer, or bonuo. 
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f. Explain the effect the sale of these allowances will 

have on Big Rlvers’ ability to comply with the CAAA over the next 

10 years. 

7 9 .  Provide all entries made by Big Rivera to account for the 

receipt and sale of the emission allowanceo. Include account 

numbers, account titles, transaction descriptions, and the cost 

used when recording receipt of the emission allowances. 

8 0 .  Has the Rural Electrification Administration ( “ R E A “ )  

issued any guidelines or instructions concerning the accounting for 

emission allowancoe. If yes, provide copies. 

81. Are there any differences between the Federal Energy 

Regulatory Commission (“FERC”) prescribed accounting treatment for 

emission allowances and tho treatment applied by Big Rivers? If 

yes, explain for each difference why Big Rivers used the particular 

treatment. 

82. Item 3, page 6 of 42, diSCuSSeE how accounting for the 

5ale of emission allowances would affect the surcharge. Provide 

the accounting entries which demonstrate the effects described in 

the testimony. DOeD thio accounting treatment conform to FERC 

accounting requirements for emission allowances? 

83. Provide the calculations and workpapers which show the 

current weighted average debt rate to be approximately 8 percent. 

84. Item 3, page 17 of 42, diacussee Big Rivers’ proposal for 

a “baseline” of operating And maintenance expenses for existing 

pollution control equipment for the year ended December 31, 1992, 
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with expenses above or below the established "baseline" reflected 

in the calculation of the surcharge. 

a. Explain why Big Rivers believes it is appropriate to 

establish a "baselino" of operating and maintenance expenses. 

Include a discussion of the reasoning behind this proposal. 

b. Explain why the year ended December 31, 1992 was 

selected for the "baseline" period. 

c. Explain why Big Rivers advocates the "baseline" 

approach, rather than tracking specific operating and maintenance 

expenses which would be eligible to include in the surcharge. 

85. Item 3, page 19 o f  42, discusses administrative and 

general expenses which Big Rivers proposes to include in the 

surcharge. 

a. Explain the cost allocation procedures Big Rivers 

has in place to segregate administrative and general expenses 

related to environmental compliance activity eligible for cost 

recovery under KRS 278.183. 

b. Why is it necessary to identify these potential 

surcharge costs through the "baseline" approach, rather than 

through specific cost tracking mechanisms. 

86. Item 3, pages 17 and 19 of 42, indicates that the 1992 

"baseline" expenses which Big Rivers intends to use to determine 

expenses recoverable through the surcharge will be submitted to the 

Commission for review prior to the operation of the surcharge. 

a. Explain why Big River6 did not submit the "baseline" 

information with this application. 
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b. Provide a detailed schedule of the 1992 "baseline" 

expenses referenced on pages 17 and 19. Identify the expense, 

account number and title where the expense is recorded, and the 

amount to be included in the "baseline". 

87. Under KRS 278.183, a utility is entitled to the current 

recovery of compliance costs not included in existing rates through 

an environmental Surcharge to existing rates imposed as a positive 

or negative adjustment to customer bills in the second month 

following the month in which costs are incurred. Item 3, page 20 

of 42, indicates that Big Rivers will recover only incremental 

pollution control operating expenses incurred after 1992. In its 

December 21, 1993 Order, the Commission held that Big Rivers could 

not assess its surcharge until it received Commission approval or 

May 21, 1994, whichever occurred first. 

a. In light of the statute and the potential effective 

date of the surcharge, is Big Rivers of the opinion that it can 

recover any pollution control operating expenses incurred before 

the end of the suspension period in 19947 Explain the basis for 

Big Rivers' position. 

b. Does Big Rivers contend that it may accumulate 

returns on compliance construction and related capital expenditure6 

during 1993 and recover these amounts after the surcharge becomes 

effective7 Explain the basis for Big Rivers' position. 

88. Big Rivers has stated that it will not activate the 

environmental surcharge until July 1995. If the surcharge becomes 

effective in mid-1994, would Big Rivers activate the mechanism to 
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recover eligible operating and maintenance costs and returns on 

eligible plant investments before July 19957 

89. Concerning the cost of preparing and submitting this 

surcharge application: 

a. Provide a detailed estimate of the cost to prepare, 

and pursue this case. Identify any outside professional services 

used (accountants, engineers, attorneys, consultants, etc.), the 

estimated hours of each service, the hourly rate for each service, 

the cost of notices, materials and supplies, and other related 

costs. 

b. As of the date for response to this Order, provide 

the actual costs incurred related to this proceeding, supported by 

invoices or other documentation. The costs related to outside 

professional services should show the hours billed and the hourly 

rate charged. 

C. Provide updates on March 17, 1994 and May 2, 1994 of 

the costs actually incurred relating to this proceeding. All coats 

should be supported by invoices or other documentation. The costs 

related to outside professional services should show the hours 

billed and the hourly rate charged. 

90. Concerning the role of the REA In the development and 

implementation of Big Rivers' compliance plan: 

a. State whether Big Rivers has requested REA approval 

of any feature of its compliance plan. Indicate the status of 

these requests as of the date for response to this Order. 

-25- 



b. Describe REA'S role as it relates to the sale of 

emission allowances. Include the status of any request for REA 

approval of the allowance transactions. 

c. Describe REA'S role in the construction and 

financing of tho Station Two scrubber. Include the status of any 

request for REA approval concerning the construction and financing 

of the scrubber. 

91. In Big Rivers' Compliance Plan Reassessment, one of the 

alternative plans considered was limited to buying allowances to 

achieve compliance (Attachment C of Exhibit DS-1, page 2 of 6). 

a. Explain why Big Rivers considered this approach only 

and did not model a mixture of fuel switching and allowance 

purchases. 

b. Explain why Big Rivers considered the purchase oE 

allowances as the only realistic alternative to its base case plan. 

In the notes to its 1992 Annual Report, Big Rivers states 

that i t  records as a liability the portion of the principal 

payments it must pay as fixed costs under its contract with the 

City of Henderson, based on estimates of its allocated portion of 

Station Two capacity, and records as an asset B like amount for the 

right to purchase its allocated portion of the output. 

92. 

a. Describe the effects the City of Henderson's and Big 

Rivers' compliance with the CAAA will have on the carrying value 

recorded for  this asset and this liability on Big Rivers' books. 

b. Provide the accounting entries to Big Rivers' books 

which would reflect these impacts. 
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Done at Frankfort, Kentucky, this 14th day of January, 1994. 

PUBLICBERVICECOMMI8SION 

ATTEST: 

Executive Director 



APPENDIX A 

APPENDIX TO A N  ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 93-065 DATED Janunry 14, 1994 

Goneral t 

implemented 
InPlation rate ($/year) 
Discount rate (0) 
Pixed charge rate (0) 

~~~ 

Item and Units Base1 i ne SO, Removal 

Fuel Type 
Name 
SulPur content (lbs. 

SO,/MMBt u ) 
Energy content 

Option 

(MMBtu/ton) 

kWh) 
Heat rate of unit (Btu per 

Capacity factor of unit (0 
per year) 
Capacity of unit (MW) 
Energy consumption (mWhs 
per year) 
SO, removed per year (tons) 
Capital investment 

in i 11 1 on s ) 

m i  11 ions ) 
Fuel Cost 

( $  millions per year) 
(indicate if 1st year or 
levelized cost used) 

Total investment ( $  

Annual investment ( $  

( S/MMBtu 1 



11 General: - - -. - - . 
List SO, removal option 
List generating unit 
List year dollars 
(nominal or year dollars) 
Year in w h i c h p t i o n  
implemented 
Inflation rate (\/year) 
Discount rate (0) 
Fixed charge rate ( 0 )  

11 Item and Units Baeeline SO, Removal 
Option 

Fixed O&M 
(S/KW-Yoar) 
(Escalation 0 per year) 
(Annual 5 million) 

(indicate if 1st year or 
levelieed cost used) 
Variable OLM 

(5 per mWh) 
(Escalation % per year) 
(Annual $ millions) 

(indicate if 1st year or 
levelized cost used) 
Value of Replacement 
Capacity 

( $  million) 
IS Der kWI 

I Value of Replacement Energy 

~~ ~~~~~ 

Annual Cost of SO, Removal 


